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Investing using factor tilts in a portfolio can be done either to manage risk or to generate alpha.
Factor investing has been identified as one of the most significant advances in investment
management in the last 20 years. Bridging the gap between Active management and Indexing,
Factors incorporate the best of both worlds: low cost, consistent methodologies with the
opportunity to outperform broad benchmark exposures.
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Factor ETFs are also sometimes referred to as “smart beta” ETFs. Using a broad Beta index is
used as a starting point, screening rules are applied in order to achieve a desired outcome.
There are six established factors that have been recognized and researched for decades:

When using factor-based ETFs, an investor must consider their risk tolerance, current position
within the economic cycle, and current versus desired geographic and sector exposures.
Risk tolerance must be considered because some factors tend to have higher volatility than
others (low volatility tends to be the lowest risk over time, while value tends to be most volatile of
all the established factors).
The economic cycle is of utmost importance as factors will perform differently based on inflation,
interest rates and other macro variables. MSCI, one of the largest index providers in the world,
has published a robust study that draws on over 40 years of data and shows the performance of
equity factors at different points of the economic cycle (see table below):
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As COVID-19 first roiled markets in February and March of 2020, the quality factor did very well. Quality is
defined as having High Return on Equity, Stable Earnings Growth and Low Leverage (Debt-to-Equity). Such
resilient attributes are commonly found in sectors which did very well: technology, healthcare and consumer
staples.
Currently, with rising inflation and rising growth as we see economies start to re-open and the population is
vaccinated, the Value factor has enjoyed a resurgence (representing the “Heating Up” top right quadrant of the
graph above).
MSCI also publishes their Adaptive Multi-Factor Allocation model, and as at the end of March, value and small
cap were the two factors with the most favourable outlook:

(Source: https://www.msci.com/www/blog-posts/factors-in-focus-value-springs/02422569177)
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ZVU BMO MSCI USA Value Index ETF and ZVC BMO MSCI Canada Value Index ETF offer a pure exposure
to the value factor. MSCI’s enhanced value methodology scores companies based on 3 equally weighted
value metrics: price to book, price to (forward) earnings, and enterprise value to operating cash flows. The
enhanced value indexes are designed to be sector neutral versus the benchmark.
Factor investing can also be looked at through a sector lens. In MSCI’s Multi Factor Model, recall that the small
size factor also scores well given current conditions. The S&P400 (mid caps) and S&P600 (small caps) have
drastically outperformed the broad market since the shift of the vaccine news in November.
While the MSCI Enhanced Value indexes provide sector neutral exposure and rank the companies according
to best valuations within each sector, the S&P400 and 600 are cap-weighted indexes and result in sector
exposure that is markedly different from the broad index. ZSML BMO S&P US Small Cap Index ETF (S&P600)
and ZMID BMO S&P US Mid Cap Index ETF (S&P400) are even more levered to the re-opening trade as a byproduct of more cyclical sector exposures. Versus ZVU and versus ZSP (BMO S&P 500 Index ETF), ZSML
and ZMID have higher exposure to consumer discretionary, financials and industrials and materials stocks,
and lower exposure to consumer staples, IT, and telecoms. Note that the risk level also increases when
moving from ZVU to something like ZSML or ZMID.

(Source: Morningstar Direct, Feb 28 2021)

Using ETFs such as these, portfolio managers can overweight or underweight to certain factors or sectors
tactically as market conditions change.
BMO is the largest provider of factor ETFs in Canada. (Bloomberg, Mar 31 2021)
Factor
Quality

Value

Overview
BMO ETFs quality strategy selects companies with high quality
scores based on 3 variables: high return on equity, stable
earnings growth, and low financial leverage ratio.
BMO’s value ETFs provide a pure approach to the value factor
using MSCI’s Enhanced Value methodology. The result is a
refined strategy, identifying and avoiding potential value traps.

Low Volatility BMO ETFs Low Volatility Strategy focuses on the risk of
securities and analyzes the beta of a stock as the primary
portfolio construction tool. BMO ETFs suite of Low Volatility
ETFs provide investors with long-term solutions that provide
downside protection.
Dividend
BMO ETFs dividend approach is a customized strategy that
combines high yield with sustainable growth. Through an
advanced 4 step screening process BMO ETFs analyzes each
company’s willingness and ability to pay dividends over time
with additional forward looking considerations.
Size
BMO ETFs applies an equal weight methodology to developed
sectors which reduces security concentration often found in
traditional sector based ETFs. Each security is allocated an
equal weight rather than a market capitalization weight, which
decreases security specific risk. Equal weighted ETFs eliminate a
market capitalization bias bringing more focus on small
capitalization and in turn, value companies. BMO ETFs Equal
Weight Strategy is a more efficient way to implement a sector
strategy and can complement or replace single stock holdings.
BMO ETFs also offers US Small Cap and Mid Cap exposures for
those looking to target a specific market capitalization
exposure.

ETF
• BMO MSCI All Country World High Quality Index ETF (ZGQ)
• BMO MSCI Europe High Quality Hedged to CAD Index ETF (ZEQ)
• BMO MSCI USA High Quality Index ETF (ZUQ)
• BMO MSCI Canada Value Index ETF (ZVC)
• BMO MSCI USA Value Index ETF (ZVU)

• BMO Low Volatility Canadian Equity ETF (ZLB)
• BMO Low Volatility US Equity ETF (ZLU, ZLU.U, ZLH)
• BMO Low Volatility International Equity ETF (ZLI, ZLD)
• BMO Low Volatility Emerging Markets Index ETF (ZLE)
• BMO Canadian Dividend ETF (ZDV)
• BMO US Dividend ETF (ZDY, ZDY.U, ZUD)
• BMO International Dividend ETF (ZDI, ZDH)

• BMO Equal Weight Banks Index ETF (ZEB)
• BMO Equal Weight Oil & Gas Index ETF (ZEO)
• BMO Equal Weight Utilities Index ETF (ZUT)
• BMO Equal Weight REITs Index ETF (ZRE)
• BMO Equal Weight Canada Industrials Index ETF (ZIN)
• BMO Equal Weight US Health Care Hedged to CAD Index ETF (ZUH/ZHU)
• BMO Equal Weight US Banks Index ETF (ZBK)
• BMO Equal Weight US Banks Hedged to CAD Index ETF (ZUB)
• BMO Equal Weight Global Base Metals Hedged to CAD Index ETF (ZMT)
• BMO Equal Weight Global Gold Index ETF (ZGD)
• BMO S&P US Small Cap Index ETF (ZSML/ZSML.F/ZSML.U)
• BMO S&P US Mid Cap Index ETF (ZMID/ZMID.F/ZMID.U)
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The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the information be relied upon as investment advice. All
investing involves risk, including the potential loss of principal. Past performance is not a guarantee of future results.
Certain statements included in this material constitute forward-looking statements, including, but not limited to, those identified by the expressions "expect", "intend", "will" and
similar expressions. The forward-looking statements are not historical facts but reflect BMO AM’s current expectations regarding future results or events. These forward-looking
statements are subject to a number of risks and uncertainties that could cause actual results or events to differ materially from current expectations. Although BMO AM believes
that the assumptions inherent in the forward-looking statements are reasonable, forward-looking statements are not guarantees of future performance and, accordingly, readers
are cautioned not to place undue reliance on such statements due to the inherent uncertainty therein. BMO AM undertakes no obligation to update publicly or otherwise revise any
forward-looking statement or information whether as a result of new information, future events or other such factors which affect this information, except as required by law.
All Rights Reserved. The information contained herein: (1) is confidential and proprietary to BMO Asset Management Inc. (“BMO AM”); (2) may not be reproduced or distributed
without the prior written consent of BMO AM; and (3) has been obtained from third party sources believed to be reliable but which have not been independently verified. BMO AM
and its affiliates do not accept any responsibility for any loss or damage that results from this information. Any statement that necessarily depends on future events may be a
forward-looking statement. Forward-looking statements are not guarantees of performance. They involve risks, uncertainties and assumptions. Although such statements are
based on assumptions that are believed to be reasonable, there can be no assurance that actual results will not differ materially from expectations. Investors are cautioned not to
rely unduly on any forward-looking statements. In connection with any forward-looking statements, investors should carefully consider the areas of risk described in the most
recent simplified prospectus.
The viewpoints expressed by the authors represents their assessment of the markets at the time of publication. Those views are subject to change without notice at any time
without any kind of notice. The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the information be relied
upon as investment advice. Past performance is no guarantee of future results. The statistics in this update are based on information believed to be reliable but not guaranteed.
This communication is intended for informational purposes only.
Any statement that necessarily depends on future events may be a forward-looking statement. Forward-looking statements are not guarantees of performance. They involve risks,
uncertainties and assumptions. Although such statements are based on assumptions that are believed to be reasonable, there can be no assurance that actual results will not
differ materially from expectations. Investors are cautioned not to rely unduly on any forward-looking statements. In connection with any forward-looking statements, investors
should carefully consider the areas of risk described in the most recent simplified prospectus.
The viewpoints expressed by the authors represents their assessment of the markets at the time of publication. Those views are subject to change without notice at any time
without any kind of notice. The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the information be relied
upon as investment advice. Past performance is no guarantee of future results. The statistics in this update are based on information believed to be reliable but not guaranteed.
This communication is intended for informational purposes only.
This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal advice to any party. Investments should
be evaluated relative to the individual’s investment objectives and professional advice should be obtained with respect to any circumstance.
The BMO ETFs or securities referred to herein are not sponsored, endorsed or promoted by MSCI Inc. (“MSCI”), and MSCI bears no liability with respect to any such BMO ETFs
or securities or any index on which such BMO ETFs or securities are based. The prospectus of the BMO ETFs contains a more detailed description of the limited relationship
MSCI has with BMO Asset Management Inc. and any related BMO ETFs.
Commissions, management fees and expenses (if any) all may be associated with investments in exchange traded funds. Please read the ETF Facts or prospectus before
investing. Exchange traded funds are not guaranteed, their values change frequently and past performance may not be repeated.
For a summary of the risks of an investment in the BMO ETFs, please see the specific risks set out in the prospectus. BMO ETFs and ETF series trade like stocks, fluctuate in
market value and may trade at a discount to their net asset value, which may increase the risk of loss. Distributions are not guaranteed and are subject to change and/or
elimination.
BMO ETFs are managed by BMO Asset Management Inc., which is an investment fund manager and a portfolio manager, and a separate legal entity from Bank of Montreal.
™Registered trade-marks/trade-mark of Bank of Montreal, used under licence.
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